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JULY, 


The nature and problems of one of the biggest 
current issues in labor-management relations 


The Guaranteed Wage-1954 Model 


GOVERNMENT report in 1947 demon- 

strated the difficulties of the guaranteed 
annual wage in the mass production industries 
in our dynamic, war-defense, free consumer 
choice economy. This pushed the unions into 
the idea of combining state unemployment 
compensation with private guarantees. This 
is the 1954 model. It raises unexpected ad- 
ministrative, legal and industrial relations 
problems of the first order of importance. 

The pressure from certain labor leaders 
for the guaranteed annual wage is today at 
an all-time high, although there is little evi- 
dence that the rank and file have shown much 
concern. One of the top labor leaders stated 
in a public address that he would never again 
sign another collective bargaining agreement 
without the guaranteed wage. More than a 
year ago he announced that “A year from 
now I don’t want to hear from any employer 
that he has to study the matter first, before 
he can even consider it.” 

Thus, it is important that Schools of Busi- 
ness, and educators generally, encourage the 
study of this significant movement. Chambers 
of commerce, trade associations and other 


About the author— 
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groups also need to study it in terms of how 
it will affect their members. 


The Drive Toward Security 


The drive toward job security is world-wide. 
Most of the twenty Latin American Republics, 
in addition to erecting many other barriers to 
investment and economic progress, have 
adopted strait-jacketing wage guarantee laws. 
These laws may vary among different indus- 
tries within the same country. 

Some typical laws provide a month of sev- 
erance pay for each year of service, perhaps 
with a maximum of six months’ pay for em- 
ployees with six years’ service. Dismissals 
may need approval by a Labor Court. Labor 
inspectors may have to be notified one month 
before an employee can be dismissed. In at 
least one country, a worker who has been, 
employed for ten years cannot be dismissed 
at all, except in case of serious offense or 
absolute necessity, which in turn must be 
confirmed by a legal authority. 

In India, employees once hired cannot be 
dropped at all in some cases. Several large 
American companies have recently “pulled 
out” of India partly for this reason. Many 
companies take on hundreds of “casual” 
workers each morning and pay them on a 
day-to-day basis, without “officially” hiring 
them! (Evening Star, Washington, Septem- 
ber 4, 1953). 

The growing unemployment in Cuba and 
the complaints of employers over their in- 
ability to lay off employees after a 6-month 
period, has caused the government to con- 
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sider a system of severance pay, with the 
hope that this will be less onerous on the 
workers and job-makers than the guaranteed 


wage. (New York Times, January 6, 1954). 


Many American companies operating in 
Latin America are forced to retard job-mak- 
ing investment: expansion because of these 
penalties. Some companies invest just enough 
to take care of their markets at a moderately 
low level of demand and rely as best they 
can on importing, or securing from other 
sources, products needed during periods of 
expanded demand. 

In Great Britain, the guaranteed work 
week has been tried. Thus, if a worker is 
hired or called, he is assured of a week’s 
work or pay. This is somewhat similar to the 
arrangements in 164 contracts in the United 
States studied by the Bureau of Labor Sta- 
tistics. (Monthly Labor Review, May 1952). 

Italy, after World War II, passed a law 
virtually prohibiting laying off workers. In 
some instances layoffs required the approval 
of some legal or semilegal body. In Spain 
some of the syndicates require the employer 
to guarantee employment and income for life. 
Again, the Minister of Labor may have to 
approve all payroll separations found neces- 
sary by an employer. 

How much this type of “guaranteed wage”’ 
has slowed down economic progress abroad 
and interfered with raising living standards 
is not known, but in many cases it must be 
substantial. This matter merits objective in- 
vestigation and study. 


Security and Progress 

To the individual, his immediate job is 
important. But from the broad economic 
standpoint, it is production and growth that 
count. Many of these attempts at security 
stem from failure to understand what really 
puts substance in the pay envelope and what 
makes for economic and human progress. 
Security is sought at times at all costs, re- 
gardless of its resulting stultification and 
stagnation. 

Indeed, we seem to be moving toward a 
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new type of semi-feudalism. Sir Henry Maine 
pointed out about 100 years ago that progress 
consists in moving from status to individual 
voluntary contract. Today, a worker by virtue 
of being a worker automatically is clothed 
with a multi-sided and multi-colored garment 
of protective shields in the form of innumer- 
able “fringe” benefits——some thrust on him 
by government, some which the labor leader 
has sought, and some which the employer has 
initiated. Whether the employee likes the fit 
and look of the garment he wears, is not al- 
ways certain. He might prefer a fatter pay 
envelope. He might prefer more of one fringe 
and less, or none, of another, etc. Whether he 
now wants the guaranteed wage—along with 
the inevitable effects on him and the economy 
—has not been determined. Union leaders are 
holding conferences to determine how they 
can generate mass enthusiasm among their 
members. The pressure is on. The drive for 
security must be solved or resolved. 


The Employer Prefers Steady 
Operation 


Employers prefer to operate on a year- 
round basis, providing steady jobs. There is 
a very deep consciousness on the part of 
American employers that the human resources 
of any organization are its most valuable 
resources, far more valuable than machinery 
and equipment. 

Unemployment of men and machines is 
wasteful. Continuous employment at good 
wages benefits the worker, employer, and all 
members in the community. The typical work- 
er has no substantial source of income other 
than the pay envelope. 

However, a dynamic economy is subject 
to constant change. To some extent there is 
a conflict between security and economic prog- 
ress. Interruptions of employment may be 


due to gains of one employer at the expense 


of his competitors, to shifts in free consumer 
choice, waves of optimism and pessimism, un- 
wise or inadequate contracyclical monetary 
policy, the rhythm of the seasons, new inven- 
tions, technological change, strikes, war, de- 
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fense mobilization, and a host of other factors. 
In other words, there are many types and 
causes of unemployment. 


Economic Issues 


If the private guaranteed wage is to be- 
come much more general, there are a number 
of economic issues which must be faced— 
issues which were of little or no national con- 
sequence so long as only a few scattered 
employers adopted such plans. Just as in 
the case of unemployment compensation, the 
guaranteed wage contract converts wages into 
an overhead cost of business which cannot 
soon be escaped by work-force reduction. But 
under the full year, or lifetime, guarantee for 
more or less full weekly wages, the character 
and scope of the issues raised are greatly mag- 
nified. Some of the issues are: 

1. Would the private or collectively bar- 
gained guaranteed wage further raise the 
break-even point of the individual company? 

2. Would it tend to cause the employer to 
hire fewer workers? 

3. Would it retard new investment and 
business expansion? 

4. What will it do to the incentive to open 
new enterprises? 

5. How would it affect the small business? 
Particularly risky small business? 

6. Will it cause the economy to stagnate, 
especially those parts of it which are most 
susceptible to violent shifts in consumer de- 
mand upon short notice? 

7. Would this type of guaranteed wage so 
raise the risks of putting men on the payroll 
that private job-making would become a 
function to be avoided to the point where the 
public would demand the socialization of our 
economy? 

8. What effect would a generalized guar- 
antee system have on prices and costs? 

9. If the guaranteed wage is applied in 
steel, automobile production, or packing 
houses, can it reasonably be kept out else- 
where? 

Admittedly it would raise the risks of run- 
ning business. This presumably would tend 
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to raise the supply price of risk capital and 
the costs of engaging in business. Costs in- 
escapably become reflected in sales prices. 
Thus, what the worker might gain in steadier 
income might be lost in getting less for his 
income. Indeed, the economy might cease to 
grow, or even decline.* 


Unemployment Compensation 
Is A Guaranteed Wage 

Most employees already have, of course, a 
guaranteed wage—in the form of unemploy- 
ment compensation. This guarantee typically 
runs for about a half year or a little less at 
a weekly benefit from 30 per cent to 50 per 
cent of regular full-time wages. State legisla- 
tures have steadily improved these systems. 

A few employers are experimenting with 
private guaranteed wages. Some report good 
results but the movement has not spread. 
It has been confined largely to certain service 
and nondurable goods industries. This diffi- 
culty has induced the unions, particularly the 
CIO unions, to shift to unemployment com- 
pensation supplementation. 

Arguments over the guaranteed wage arise 
because there is no way, and probably never 
can be, of defining the term. If you can’t de- 
fine an issue it is very difficult to have a 
rational, sensible discussion. Is work or in- 
come guaranteed? How much? Take-home or 
full pay? And under what circumstances? 
What are the exceptions? Is the guarantee 
suspended under acts of God, fire, strikes 
among suppliers or transportation agencies, 
boycotts, or war and defense mobilization 
requirements? And there are a host of other 
questions that can be raised. 

The guaranteed plans and programs vary 
widely. Different industries, companies and 
plants are subjected to a wide range of forces 
affecting the degree of stability and insta- 
bility. To make matters even more confusing, 
the power of management to overcome or off- 
set instability of employment or market de- 


1For a more extensive analysis of these difficulties 
and the argument that the guaranteed wage will 
assure prosperity see: Economics of the Guaranteed 
Wage, Chamber of Commerce of the United States, 
Washington 6, D. C., 34 pages, 50¢, 1953. 
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mand may vary from nearly zero to nearly 
100 per cent. 

The foregoing makes the discussion of 
guaranteed wages an exercise in disputatious 
forensics, often unpleasant. In fact, a CIO 
official recently said, “I wish I knew what the 
CIO plan is.” There is great variation among 
the different CIO approaches. 

Even more confusing are the rather pre- 
cipitate reversals of view among some of the 
CIO unions. With somewhat inadequate no- 
tice, the CIO, and particularly the UAW, 
made a 180-degree turn. It says now that 
“none of the existing guaranteed wage plans 
meet the needs of the members of the 
unions”; every plan contains one or more 
features which are “totally unacceptable.” 
Furthermore, many were company-initiated 
in nonunion plants, which is an onerous and 
burdensome liability, marking the plans for 
death and destruction. 

Yet, the CIO is still currently circulating 
a film strip explaining the advantages of the 
Hormel plan without any qualifications, and 
unionists are encouraged to promote the idea. 


Experience With Guarantees 


These traditional plans were successful 
partly because under them management and 
workers cooperated in making them work. In 
the Hormel plan, for example, weekly earn- 
ings were made more nearly equal and guar- 
anteed for a year by relinquishing overtime in 
peak weeks. Now the UAW says, “We will 
have none of this.” 

Under the Hormel, Procter & Gamble, and 
other plans, success was achieved by shifting 
workers from slack to busy departments. Some 
plans are made workable by limits of the 
length of the guarantee, or coverage is ex- 
tended only to regular workers, or those with 
a year or more seniority. The Steelworkers 
recognize this, but now many of these features 
are denounced as unsatisfactory by other 
unions. 

Employers have experimented with these 
guaranteed wage plans for about fifty years. 
But Murray Latimer, in the Latimer report, 
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was able to find only a few plans, covering 
some 61,000 workers.? His count included 
a number of plans which covered less than 1 
per cent of the workers in a plant or possibly 
just one worker in a plant! This slow rate of 
expansion of private guarantees was a disap- 
pointment after fifty years of experimenta- 
tion. Mr. Latimer also noted that Section 7 
(b) (2) of the Wage and Hour law and the 
special provisions in the Social Security Act, 
both designed to foster the guaranteed wage 
plans, were relatively unproductive of results, 
as were the laws of seven states which at one 
time had such provisions. 

Furthermore, Mr. Latimer reported the em- 
ployment fluctuations of automobile plants 
where he found that the costs would have 
been 100 per cent of payroll or more. In a 
single iron or steel plant the cost would have 
been 222 per cent of payroll. In other un- 
stable plants the cost would have run as high 
as 100 to nearly 200 per cent. Again, this 
was disappointing to Mr. Latimer and the 
unions. 

It drove Mr. Latimer and the unions to the 
idea of rigidly limiting private guarantee out- 
lays and promoting supplements to unemploy- 
ment compensation. Unfortunately the name 
“guaranteed wage” was retained. 

Employers would be very well advised to 
study the Latimer report. This is a report 
that has been badly neglected. Furthermore, 
it is a report that cost the taxpayers a quarter 
of a million dollars. A report costing the tax- 
payers that much money ought not to receive 
such shabby treatment. 

Just a word on maintenance of purchasing 
power. No recognized economist has found it 
possible to assign any substantial validity to 
the argument that any generalized guaranteed 
wage plan system across the economy would 
make depressions very much less certain or 
would do very much to mitigate them. 


* “Guaranteed Wages,” Report to the President by 
the Advisory Board, Office of War Mobilization and 
Reconversion, U. S. Government Printing Office, 
Washington 25, D. C. $2.00, January, 1947, commonly 
called the Latimer report, which is no doubt more 
accurate. 
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Experience Rating—Yes and No 


All of this disillusionment about costs and 
effects of GAW plans suggested to Mr. Lati- 
mer a new line of approach. Although unem- 
ployment compensation laws have been in 
operation for a decade or more, it was sudden- 
ly realized that under these laws most em- 
ployers had to pay a guaranteed wage. Why 
not, he concluded, graft the private guarantee 
on to this structure? 

Speaking of unemployment compensation, 
Mr. Latimer made the startling statement: 
“Its existence constitutes the largest single 
bulwark against a recurrence of a period like 
1929 to 1935.” He was thoroughly sold on 
it, perhaps oversold on it as a contracyclical 
weapon. But, concluded Mr. Latimer, if it is 
such a bulwark, why not build upon it? 

Now, in spite of Mr. Latimer’s repeated 
observations as to the similarity of unem- 
ployment compensation and the private guar- 
anteed wage, both as to benefit payment and 
providing employers with incentives to stab- 
ilize operations, his report has a built-in hos- 
tility and bitterness toward experience rating.* 

Furthermore, all the major union demands 
in the past couple of years have shown this 
same hostility. For fifteen years the labor 
leaders have had nothing good to say about 
experience rating. They have argued that un- 
employment is a national problem requiring 
national action and one over which the indi- 
vidual employers have little or no control. 
But they now argue that the conversion of 
labor costs into a nonavoidable overhead cost 
would stabilize, or at least help stabilize, our 
economy. 

There is some hedging on this point, to be 
sure. The UAW, for example, says that any 
guaranteed wage program should “provide 
the strongest practical incentive to employers 
to provide regular full-time, year-round em- 
ployment.” But this fifteen-year record of 
hostility to experience rating exaggerated the 

* All state laws have in effect some system of ex- 
perience rating by which individual employers’ con- 
tribution rates for unemployment insurance are varied 


from the standard rate on the basis of their experience 
with the unemployment risk. 
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impotence of the employer in overcoming 
some types of unemployment such as sea- 
sonal and short run. 

Now the new approach exaggerates the 
ability of employers to take action which 
will overcome depressions and assure contin- 
uity of jobs or income or both. This kind of 
overselling is dangerous in a democracy be- 
cause it leads ultimately te frustration and 
disappointment. 


Nature of Demands 


The Steelworkers’ union has studied the 
problem enough to recognize that severe limi- 
tations must be placed on the guaranteed 
wage or wage supplements. This modesty may 
pass. 

The UAW, on the other hand, asks for 
guarantees virtually without limit in these 
words: “All workers should be guaranteed 
employment or guaranteed payment from the 
time they acquire seniority. The guarantee 
should assure protection against a full year 
of layoff for all eligible workers and for short- 
er periods on a graduated basis for those who 
have not worked the minimum qualifying 
period. Furthermore, the guaranteed wage 
should be made to workers for whom manage- 
ment fails to provide work in amounts suffi- 
cient to insure full take-home pay adequate to 
maintain the living standards which the work- 
er and his family enjoyed while fully em- 
ployed.” 

This is, of course, a much stronger demand 
than that of the Steelworkers. It is to be 
accomplished by integrating unemployment 
compensation with the private guarantee. 
Then we are told that if this is done the 
guaranteed wage would cost very little be- 
cause if we have more adequate unemploy- 
ment compensation the private guarantees as 
a supplement wouldn’t amount to very much. 
This seems to imply that employers don’t 
pay for unemployment compensation. 

Another matter that bothers employers 
(and this has to be taken very seriously) is 
the co-determination approach of Mr. Reuther 
and some of the CIO unions to this whole 
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problem. The UAW, in its annual convention 
in 1953, demanded joint administration of 
guaranteed wage policy. In supporting this 
approach, the ideas and language of the CIO 
1951 co-determination resolution were in- 
voked. This called for a joint union control 
of prices, production levels, rates and nature 
of capital investment rates, the nature of 
technological change, the size and location of 
plants. Under this approach, industry-wide 
and even interindustry cartel-like arrange- 
ments would be set up. Indeed, Philip Murray, 
in supporting the resolution, endorsed it by 
showing the similarity to the NRA codes of 
1933 which exempted industry from the anti- 
trust provisions. 

The UAW demands a rather curious financ- 
ing combination. First, pay-as-you-go indi- 
vidual employer responsibility for the guar- 
antee so that every layoff will immediately be 
reflected on the corporation’s books in terms 
of increased costs. 

Second, a reserve trust fund to meet cycli- 
cal declines. 

Third, a provision for reinsurance to reduce 
the size of the required reserves and “to 
spread the risk of abnormal unemployment 
over the widest possible area of the economy.” 
This might take the form of interindustry ar- 
rangements or a final levy on the general 
taxpayer. 

No doubt there is some reason for such a 
complicated administrative financial approach. 
It opens the door for expanding costs by ap- 
pearing to presume that there are three sep- 
arate sources of funds or really four, if you 
include unemployment compensation, that can 
be tapped. 

Furthermore, the demand is made that the 
decision of the joint board with respect to 
eligibility and. disqualifications should be 
made independently of the decisions made by 
the state unemployment compensation agen- 
cies. There would be two sets of rules deter- 
mining benefit amounts, eligibility, and dis- 
qualifications; so there would be an open 
invitation to endless bickering and dispute. 
Employers will have to support two sets of 
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bureaus—one public and one private—to ad- 
minister the two systems. 

To qualify for unemployment compensa- 
tion you have to be in the labor market, you 
have to have certain other qualifications, you 
have to register for employment, be available 
for work, possibly be actively seeking work, 
and you must not turn down work that is 
offered. 


Some Difficulties 


This guaranteed wage-unemployment com- 
pensation system has been made successful 
because the state legislatures have kept the 
benefits at a level such that a worker with 
family responsibility could not afford benefits 
if work was available. But if the combined 


unemployment compensation and private 


guaranteed wage equalled full wages or three 
quarters of full wages such as the demand of 
the Steelworkers’ union in the negotiations 
with ALCOA in 1953, would reemployment 
after layoff be retarded? 

If he wanted to do so, a worker could quit 
a job voluntarily, even leave the labor mar- 
ket, and a few weeks later by simply changing 
his mind about working he could qualify for 
benefits. Or suppose he is laid off and col- 
lects the combined high benefit? The union 
agrees that he should be required to accept 
other suitable job offers, but he should not be 
required to look for any work, as in the 
ALCOA case. But what is suitable work? If 
full or nearly full take-home pay is provided, 
what is to prevent an older worker from say- 
ing, “Don’t give it to the fellow with low 
seniority; I will take the benefit’’?* 

These are problems that don’t arise for 
the most part under unemployment compen- 
sation as it is now run. But certainly when 
you get the benefit levels combined—unem- 
ployment compensation and the guaranteed 
wage up to three quarters or more, part of 


“For anyone who doubts this, reference should be 
made to The Problem of Abuse in Unemployment 
Benefits, by Joseph M. Becker, Columbia University 
Fress, New York, 1953. This is the first general ex- 
tended study of abuses and contains much useful 
information. 
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which or all of which might be tax free— 
serious problems will arise. 

There are, of course, other approaches than 
supplementation to the problem. Supplementa- 
tion of unemployment compensation ought to 
be examined very critically. In states which 
have thorough-going experience rating, such 
as Michigan, once the employer has built up 
the state reserve to enable him to qualify for 
the minimum contribution, a guaranteed wage 
supplement would make very little sense. 
If he dips into the state reserve, he must 
promptly replace it. 

The employer, if he must enter a private 
wage guarantee, or desires to do so, would 
question the wisdom of an unemployment 
compensation supplement. He might prefer to 
dig into his working capital and finance the 
guarantee as he sees fit out of other than un- 
employment compensation state funds. Then 
he knows what the cost will be and this will 
give him a maximum incentive to stabilize 
employment. He would be fully conscious of 
costs instead of being misled by dipping into 
several different funds, as would occur under 
the supplementation. Friction and confusion 
would be minimized and senseless duplica- 
tion of administrative agencies would be 
avoided, as would the dual standards of bene- 
fits and eligibility.® 

‘For a comprehensive analysis of the administra- 
tive and industrial relations implications of unemploy- 
ment compensation-guaranteed wage integration, see: 
Jobs? Or Jobless Pay? Chamber of Commerce of the 


United States, Washington 6, D. C., 90 pages, $2.00, 
1954. 
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Coniciusions 


The success of the Hormel plan was due 
primarily to the exemption from paying over- 
time under Section 7 (b) (2). One of the 
mysteries has been, why don’t more compan- 
ies follow the Hormel approach? It costs the 
company relatively little. In 1949 the law 
was made slightly less rigid; but inasmuch as 
only four or five companies operate under it, 
it apparently needs additional modification 
so as to make it more practical to enter reas- 
onable guarantees. And it needs to be ex- 
tended to nonunionized workers, which it is 
not now. 

Other plans, such as loans plans, or wage 
advances during slack periods, merit con- 
sideration. Workers’ savings plans or joint 
savings plans were tried before World War 
II and some of them were helpful. 

American employers have had great success 
in stabilizing their operations and more could 
be done by some of them, but supplementing 
state unemployment compensation is now il- 
legal. If it is a good idea, employers ought 
to help to remove the legal barrier. But that 
it is a good idea has not been demonstrated; 
and in many cases it would lead to adminis- 
trative complications and duplications. It 
could materially affect work incentives. 

Insecurity is something we all strive to 
avoid. Employers have a responsibility to do 
what they can to stabilize their operations and 
to help their employees in a sound and prac- 
tical way to find greater stability of income. 
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The indications suggest administrative actions may be 
more significant than legislative changes 


Emerging Trends in 
Federal Labor Policy 


Trends in Federal labor policy have been 
slow in their emergence. Since January, 1953 
there have been no violent turning points in 
our domestic economy nor have there been 
nationally important and widespread labor 
disputes to accentuate and clarify the abso- 
lute direction of the trends. 

The writer submits that the decontrol of 
wages and prices in February of 1953 caused 
scarcely a ripple in our economy. The down- 
turn in production noted clearly in the fourth 
quarter of 1953 and continuing through the 
1953-54 winter with its impact on unemploy- 
ment and somewhat lower take-home earn- 
ings had not reached the point (at the time 
of writing this article in early May, 1954) 
where the existing labor policy equilibrium 
had been disturbed to require significant ad- 
ministration moves. 

The Senate vote on May 7th to recommit 
to the Senate Labor Committee the proposed 
amendments to the Taft-Hartley Law indi- 
cates pointedly that suggested legislative 
changes in this area of Federal labor policy 
are fraught at this time with political rather 


About the author— 
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than substantive connotations. This comes 
from both sides of the political aisle. It still 
appears that basic decisive changes in national 
labor policy are and will be caused by eco- 
nomic disturbances. The substantive merit of 
policy changes will be related, primarily, to 
the form and degree of the economic disturb- 
ances. The partisan political shaping of 
changes is generally highly modified by the 
economic problems presented. Purely political 
opportunistic approaches to policy changes 
tend to defeat themselves if economic factors 
are not present to call attention sharply to 
needed relief. 

It is possible that a turning point collective 
bargaining issue such as the guaranteed an- 
nual wage might bring about one or more 
large and extended strikes. If this happens it 
is conceivable that some prolonged and major 
strike involving this issue might accelerate 
policy changes with respect to national emer- 
gency dispute and other strike legislation. 
Major strikes by John L. Lewis’ miners union 
have done this in the past decade. However, 
in this observer’s opinion, it is not probable 
that the year 1954 will bring the guaranteed 
annual wage issue to such a head. 


Indicators of Trends 


The writer suggests the following to be the 
indicators of trends in analyzing emerging 
Federal labor policy: 

1. Pronouncements by the President after 
assuming the office of President. 
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2. Statements by Cabinet officials, particu- 
larly the Secretary of Labor. 

3. Labor legislation supported by Adminis- 
tration spokesmen in Congress. 

4. Judicial and administrative acts of Fed- 
eral labor relations agencies. 

5. Types of quasi-judicial and ofutntien 
tive officers appointed to Federal labor rela- 
tions agencies. 

6. The administration’s response to par- 
ticular labor problem dispute situations. 


The Emerging Trends 

Analyzing the rather sparse data forth- 
coming by application of these indicators it 
would seem that the emerging trends are 
these: 

1. Judged by his pronouncements, President 
Eisenhower appears to be more friendly to 
organized labor than are his strong Congres- 
sional supporters. 

2. There is less Federal intervention in 
collective bargaining disputes. 


3. The labor legislative program being Con- 
gressionally formulated (rather than Presi- 
dentially and Administratively pronounced) 
tends to be more restrictive of labor. However, 
there is serious question whether any sub- 
stantially changed labor legislative policy will 
be finally effected before the November 1954 
Federal elections. 

4. There is a new look at lebor policy by 
Federal agencies charged with administering 
labor legislation. Revisions in administering 
policy seem to be benefiting management more 
than labor. 


5. Organized labors’ economic policy has 
less impact on the present Administration’s 
economic policy positions than was the case 
with respect to the Truman Administration. 

6. There is a trend developing toward 
stimulating more state and less Federal 
handling of labor disputes, especially in view 
of recent court decisions. However, no overt 
changes have as yet developed in this regard. 
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DETROIT FAMILY INCOME ONE THIRD ABOVE NATIONAL AVERAGE 


Figures released April 20 by Consumer Markets, annual market data sourcebook 
published by Standard Rate and Data Service disclose that Detroit residents will earn 
$3,943,900,000 in spendable income during 1954, an average of $6,955 for each household 
in Detroit or 33 per cent above the national income per household which averages $5,246. 
Annual retail sales for Detroit merchants are estimated to be $2,871,615,000. This is an 
average of $5,064 for each household in the city and is 38 per cent above the national 
sales per household average of $3,677. The sales total will show an increase of 37 per 
cent above the amount reported by the 1948 Census of Business. 175,420 of Detroit's 
consumer units have incomes of more than $6,000 annually. Consumer Markets’ estimate 
of retail sales as above compares with the total shown by Michigan’s Sales tax data of 


$4,043,266,000 for 1953 for Wayne County. 


—Detroit Free Press, 8 Columns, May 10, 1954. 
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| Historical records, budgeting, cost anavysis, and 


profit analysis are some of the... 


Accounting Services 


HE subject of accounting service to man- 

agement is indeed a very satisfactory one. 
It is broad enough to cover almost anything 
that I might want to say about accounting, 
and with a little ingenuity, I could probably 
include any of my favorite topics. For the 
accounting profession—and by this term I in- 
clude industrial and public accountants and 
the teaching elements—has rendered ever- 
increasing services to business management, 
and today, in some respects, stands on the 
very threshold of a fabulously potential op- 
portunity of providing such services as have 
heretofore not even been considered as being 
within the realm of the possible. I would like 
to discuss, briefly, some of these services; and 
at the same time, I want to suggest a certain 
area in which I feel that we, as accountants, 
cannot take particular pride in our accom- 
plishments. 


Origins in Historical Recording 
As business grew from the one-owner, cor- 
ner shop era into our modern industrial sys- 


tem, with its many absentee owners, there 
emerged the need for some kind of accounting 
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to Management 


A. C. Roberts 


as a method of recording and reporting to 
such absent owners significant facts concern- 
ing the custodianship of their investments and 
the results of the use of such investments in 
the business. So the first modern usage of 
accounting was as a historical recording of 
this required information. And the increasing 
complexities of our business world, along with 
the advent of income taxation and the appear- 
ance of various governmental regulatory bod- 
ies, made this historical recording an absolute 
necessity. 

At this more or less initial stage of modern 
industrial accounting, management was in- 
clined—with much justification—to look upon 
accounting as nothing better than a necessary 
evil—an attitude which, unfortunately, still 
persists in some companies. (And let us not 
blame this entirely upon an unenlightened 
management. There are certainly situations 
in which the accountant has been much more 
concerned with devising a technically ideal 
accounting system—accounting for account- 
ancy’s sake as it were—than with supplying 
useful information to management.) 


Management Begins to Appreciate 
Accounting 


However, the time arrived when manage- 
ment began to take more interest in such his- 
torical recording of income and expenses— 
perhaps at the urging of the stockholders. It 
began to find that such accounting records 
could give good indications of trouble spots, 
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of inefficiencies and of excessive costs; and 
with this realization that accounting could be 
a useful tool of management came the need 
and desire for this tool to be improved to an 
ever increasing degree of usefulness. Further- 
more, accountants have a real obligation to 
render service beyond the ordinary reporting 
of historical events; otherwise, they are tak- 
ing more out of the business community than 
they are putting into it—and accountants, of 
all people, should operate on a balanced bud- 
get. Also, they upgrade the entire accounting 
profession in the eyes of management and 
the general public. 

At this point, most managements began 
to call for more, rather than less, accounting. 
Accounting had outgrown the “necessary evil”’ 
stage. Management found that it was valuable 
and not unreasonable to ask its accounting 
department: How much does it cost to sell 
our product? How much does it cost to make 
product A as compared with product B? How 
much does each of the various steps in the 
manufacturing process cost? Which depart- 
ment is operating most efficiently, cost-wise? 
The answers to these, and numerous other 
questions, could be—and were—supplied by 
the accountant as he developed various de- 
tailed cost accounting systems. 


Looking Forward Instead of Backward 


But the accountant was still primarily look- 
ing backwards. The major turning point in 
the usefulness of accountancy to management 
arrived when the accountant began putting 
the emphasis on looking forward; by advanc- 
ing his sights beyond the past and the present, 
he was able to turn a negative approach into 
a constructive service. 

With this new approach, there followed the 
now widely used budgeting systems. What is 
the value of a budget to management? In the 
first place, the fact that it takes time to order 
and obtain materials and to manufacture and 
sell a product makes forward planning neces- 
sary. It is difficult for anyone but a genius to 
consider his next three or four months with- 
out having some plans down on paper some- 
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where; so I doubt whether any business is so 
small that it cannot make use of some sort 
of a budget of the operations to come. 

Secondly, a budget provides management 
with a “yardstick to measure performance, 
and, as an important corollary, tells the var- 
ious individuals involved what is expected of 
them—and all of us like to know what is ex- 
pected of us. Often coupled with this aspect 
of the budget is the somewhat newer respon- 
sibility accounting concept. 


Uses of “Responsibility Accounting” 


Responsibility Accounting is the breakdown 
and reporting of controllable costs and ex- 
penses directly to the various individuals who 
have been given the responsibility for such 
control. This concept has been integrated into 
a complete accounting system which carries 
the responsibility idea from a foreman’s de- 
partment through to even the office of the 
president. It is interesting to note that the 
value of this system is being recognized and 
used even in the field of public utilities where 
the accounting has been primarily developed 
to satisfy requirements of regulatory bodies, 
as to accounts and reports, rather than with 
a view towards cost control. 

Budgeting had supplied the plan and the 
yardstick, but perhaps the real key to the 
usefulness of the budget is that it enables a 
businessman to foresee his problems before 
they happen. By the uses of his budget esti- 
mates, including variable budgets based on 
historic data and projections, the accountant 
was now able to demonstrate where the cur- 
rent trends were leading. And he found that 
this was something which progressive, cost- 
conscious management was really enhusiastic 
about. Cash forecasts, sales forecasts, costs 
forecasts; management was delighted with 
this kind of accounting service! The ugly 
duckling was showing signs of becoming a 
swan. 


Growth in Coverage and in Speed 


When accounting first emerged as a useful 
tool, management finally began to consider its 
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cost somewhat justified, for bad debts, inven- 
tory write-downs, shrinkage, under-pricing, 
and inefficient labor are usually a lot more 
expensive than the cost of the information 
required for the control of these expenses. 

However, to supply information for the 
complicated budgeting systems, the account- 
ant needed more and more cost data and sta- 
tistics, and all in much greater detail. Then, 
indeed, the time and effort and the cost in- 
volved in accumulating and tabulating these 
data became a very real problem, and the 
accountant, himself, had to justify the in- 
creasing costs of his own department. 

At the same time, in order to increase the 
usefulness of this valuable tool, management 
wanted not only more information but it 
wanted it faster—while there was still time 
to do something with it. So the accountant 
turned his attention to improvements in the 
methods of recording, accumulating, tabulat- 
ing, and reporting such additional data along 
with all the other accounting information. 

Mechanization was available, but that 
should never be the first step. A system should 
be streamlined to eliminate all unnecessary 
work, records, and reports; for, when inef- 
ficiencies exist in procedures, the benefits 
produced by the work may be less than the 
cost involved. In other words, the company 
may not be getting its ‘““money’s worth”. 

Furthermore, how can it be decided that 
mechanical equipment is the answer to the 
problem until such inefficiencies are elimin- 
ated? When this initial step is accomplished, 
there is a wide choice of mechanical devices, 
from which to enlist additional help, ranging 
from such aids to a manual system as the 
peg-board and the key-sort, to general ac- 
counting machines, to a complete punched 
card system—with each device pointing to- 
wards, and approaching nearer, the goal of 
maximum information obtained as fast and 
as economically as practical for any size or- 
ganization. 

Finally, development of the electronic com- 
putors may well bring us nearer to the Utopia 
wherein management of the larger companies 
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can be supplied with all the data they need, 
when they want it, and at a reasonable cost. 


Improving Accounting Systems 


The task of improving systems has become 
such an important part of the modern-day 
accounting problem, and the methods of im- 
provement are so varied and, in some cases, 
so highly technical, that systems work is now 
a specialized field within the public account- 
ing branch of our profession. I believe that 
all of the larger C.P.A. firms have depart- 
ments, or at least some individuals, devoting 
full time to this type of work. 

The public accountant is in a particularly 
strategic position to render this service: Be- 
sides his research and studies on the subject, 
he often is more familiar with the accounting 
aspects of the problem than management, he 
has a broader experience with varied systems 
than the company’s accountants, and he is 
far more objective and unbiased than the 
machine salesman who, after all, must sell to 
eat. 

While the accounting profession has made 
such giant strides in supplying the tools by 
which management could make more intelli- 
gent financial decisions, I feel it has been 
somewhat negligent in presenting true busi- 
ness-like financial conclusions in an under- 
standable manner. 


Accountants and Their Words 


I have the feeling that accountants are so 
delighted to find their chosen field rise from 
the status of a mere service to a respected 
profession that they took a secret pleasure in 
having certain accounting concepts which were 
clearly intelligible only to the “chosen few”. 
How they chuckled among themselves when 
non-accountants among the investors or the 
management group would seriously ask such 
questions as “Where do we keep our reserve 
for depreciation?” or “Shouldn’t we use up 
all this surplus we have?” Here was a need 
for missionary work. Here was the call for 
them to go out and enlighten the heathen—to 
explain that when such terms as “reserves” 
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and “surplus” were used in an accounting 
sense, they had some great new meaning—far 
different from the more commonplace lay- 
man’s definitions. 

It took accountants quite a long time to 
realize that their message was just not getting 
across; that although they had some measure 
of success with management and, to a lesser 
degree, with stockholders; they were not 
reaching employees and their unions nor the 
general public to any marked degree at all. 
So they finally—and I am afraid with some re- 
luctance—decided that if the mountain would 
not come to them, they would go to the moun- 
tain; that the real service of accounting could 
only be rendered if almost everyone under- 
stood what was reported; and since appar- 
ently everyone was not going to learn account- 
ing, they would have to use terminology which 
could be readily understood by all. And, as 
you are all well aware, some progress has 
been made along this line by such terms as 
“Earnings Retained for Use in the Business” 
and others. I believe, also, that accountants 
have not exactly covered themselves with 
glory on the matter of the changing value of 
the dollar. When management first called to 
our attention that the customary provision for 
annual depreciation and the resulting accumu- 
lated amount was not adequate for plant re- 
placement, we very patiently explained—as 
to an erring child—that depreciation had 
nothing to do with replacement of an asset 
but was merely a systematic method of 
spreading a historical cost over the useful life 
of the asset. 

But this was a retreat into our ivory towers; 
this was a refusal to accept realism. And ob- 
viously, our explanations failed to satisfy 
some managements, for they faced a very 
practical problem: “If we are going to show 
large profits and the resulting large retained 
earning balances based on purely historical 
costs, how are we going to keep our stock- 
holders and our employees and our govern- 
ment from demanding ever greater portions 
of them? And if we do give out these indicated 
profits in the face of the rising price level, 


1954 


how are we going to perpetuate our company 
by replacement of our inventory and plant 
assets?” When accountants turned a deaf ear, 
they started to tell their stockholders about 
the problem. Here are a few excerpts on this 
subject from some published annual reports 
to stockholders dating back to 1950. 

A paper company comments: “Annual ac- 
cruals for depreciation which are based on 
original costs have in recent years been in- 
sufficient to cover normal replacements be- 
cause new equipment costs so much more at 
today’s price levels. Thus to finance future 
construction programs reliance cannot be 
placed on depreciation charges alone but they 
must be continually augmented in substantial 
degree by earnings retained in the business.” 

An automotive manufacturer complains: 
“Depreciation charges are calculated in ac- 
cordance with accepted accounting principles 
and are based on the original costs of the 
facilities which, except for recent additions, 
are considerably lower than current replace- 
ment costs. The accumulated depreciation 
charges as permitted have failed adequately 
to provide for the replacement of plant and 
facilities as they become obsolete or worn-out. 
Of even greater significance is the fact that 
the Bureau cf Internal Revenue does not al- 
low for tax purposes, depreciation charges 
needed to permit building up cash resources to 
meet the added cost of such future replace- 
ments.” 

A printing concern warns: “It is well to 
keep in mind that during a high inflationary 
period, depreciation charged to operations on 
the basis of actual costs in former years fails 
to provide adequate reserves for the replace- 
ment of equipment. Therefore, when replace- 
ment is made, funds must be taken from 
working capital or obtained from other 
sources.” 

And a steel corporation makes this call for 
action: “We have now reached the point 
where industry—if it is to properly protect 
its properties and the integrity of stockhold- 
ers’ investments—must become much more 
aggressive in its demand for proper recogni- 


t. 

y 

t 

4 

| 

| 

A 

| 

13 


tion of this problem by Government. I feel 
that management has been very delinquent 
in failing to push this basically important 
matter and that stockholders are justified in 
insisting upon such action as will protect 
their investment. I also believe that earnings 
reports should be based on realistic charges 
for replacement and not fictitious figures, so 
that the net earnings that are shown will 
represent the actual situation. Unfortunately 
this is not being done today. If the Treasury 
Department will not give us relief, demands 
must be made on Congress, and, in my opin- 
ion, if the matter is properly presented and 
pressed, the necessary legislation will be 
passed.” 

I would say that the steel corporation was 
being quite charitable when it omitted ac- 
countants from its delinquency charge, for 
when the productive assets of a business are 
being dissipated, it is certainly our duty to 
supply the remedy if it is within our power 
to do so; or at least, the facts should be re- 
ported to the stockholders and the public. 


Historical Costs and Economic Costs 


Actually, the problem is very basic from 
the accounting standpoint. I think that the 
first fundamental accounting principle I 
learned was that accounting should match 
cost with revenue. But this universally accept- 
ed principle fails to state which cost—the 
historical or the economic. 

We do have the axiom, however, that all 
costs must be recovered before income can 
be recognized, so the real problem is in the 
measurement of the costs consumed. 

Anyone who knows very much about meas- 
urement agrees that there must be a constant 
standard to measure by, and since dollars 
vary in value with changes in price levels, 
dollar costs alone cannot truly measure depre- 
ciation or materials used. Yet conventional 
accounting practice blindly charges the past 
dollar cost of assets against the current doilar 
revenue and comes up with what it purports to 
be income. 

Suppose, for example, a company happened 
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to be purchasing a certain material with single 
shares of General Motors stock which had 
cost $45 a share, it would be pretty difficult 
to convince anyone, the accountant, manage- 
ment, or the public, that the true cost of this 
material was something less than the current 
value of this stock of about $70 and that the 
profit on resale of the material, costing one 
share of G.M. stock, at $80 was an impressive 
$35 rather than a modest $10. Where is the 
difference when a company uses a $70 portion 
of the value of its plant in the production of 
a product where the historical cost deprecia- 
tion happens to amount to only $45. 

I submit that financial statements should 
provide management, stockholders, employees, 
the government, and the general public with 
a more realistic concept of what constitutes 
disposable income. I submit that this can be 
accomplished by the use of a constant meas- 
urement of cost based on the economic value 
of the assets used rather than the varying 
historical dollar. I submit that a larger seg- 
ment of our profession should accept and 
urge this concept. It is time now to give some 
recognition to the increased cost of corporate 
living. 


In Case of a Falling Price Level 


To the critics of this proposition who say 
that we would soon change our tune if prices 
were declining, I say this is truly a two-way 
street which would have the healthy, as well 
as realistic, effect at such time of declining 
prices of matching lower costs with the re- 
duced revenue. To the critics who say that 
we may never get this concept accepted by 
the Internal Revenue Service, I ask when did 
the Internal Revenue Service start establish- 
ing accounting principles? And remember 
that, at the present time, our government is 
in the process of attempting to make its tax 
law conform more nearly with generally ac- 
cepted accounting principles as we have estab- 
lished them. 

In order to end on a less critical note, let 
me say that I think we have done a pretty 
creditable job in the recording, explaining, 
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and minimizing of Federal taxes on income. 
From a nominal one per cent rate in the first 
years of the law, our income tax has grown 
into one of the most significant costs of doing 
business today. The way to really minimize 
taxes, as every tax-man knows, is to be con- 
stantly looking ahead and taking advantage 
of all the legitimate avenues available for tax 
savings. The accountants have kept manage- 
ment informed as to most of these avenues 
and have constantly urged consultation before 
a transaction is entered into in order that it 
may be handled in the most advantageous 
manner. And we have gone farther in our 
reporting than merely pointing up the size 
and significance of the overall amount of this 
tax; we have shown the effect of such tax on 
important isolated transactions—with our use 
of the “net of taxes” technique—so that 
everyone is made aware of the importance of 
the tax cost or the tax savings involved in 
such transactions. Also, we have recognized 
that most interested people are aware that, 
in the normal course of affairs, assets which 
will be converted into operating costs will 
also become deductions for tax purposes. And 


this knowledge has caused us to conclude that 
recorded assets on which the tax deduction has 
already been realized are some different kind 
of an animal than the other assets and that a 
presentation of these “no tax deduction” items 
with no distinction from the ordinary assets 
would be misleading. So we have attached to 
them the “loss of future tax benefit” concept. 


Achievements and Outlook 


In summary, accountancy has grown into 
a useful tool of management; in developing 
the forward approach, it has become increas- 
ingly valuable; it has improved its own sys- 
tems; it has increased the understandability 
of its concepts; and it has been of exceptional 
value with respect to income taxation. 

If the accountant wants to continue giving 
greater service to management, and to the 
public in general, let him also accept the 
realistic, practical, common sense approach 
to such problems as price level changes; let 
him always take the lead in looking forward 
as he did in the systems development and tax 
service. 


WHICH ADS HAVE GREATEST BELIEVABILITY? 


In a study of advertising believability, Tide Magazine listed consumer products or 
services and asked its panel’s 2200 marketing leaders to check the one with the most 
belieyable advertising. Finishing on top are the three considered to be the most con- 
servative . . . insurance, banks and public utilities. After these three are . . . automobile, 
travel, appliances, men’s clothes, soft drinks. In 10th position with a grand total of one 
vote is tobacco. The panel was also asked to name the most “unbelievable advertising.” 
Romping home in front, the winner of the dubious honors: tobacco, named by two out 
of three respondents. Liquor is second with only a 7 per cent vote. 

—Detroit Free Press, 8 Columns, May 10, 1954. 
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making forecasts of future operations 


More comprehensive reports, produced more quickly 
and at less cost, analyzing past performance and 


What Do Electronic Computers 
Really Have to Offer Business? 


HERE has been much discussion in recent 

months concerning electronic computers, 
and the great wonders they are about to work 
in the business world. We have heard reports 
of the almost incredible speed at which they 
operate. We have heard these computers de- 
scribed as “electronic brains” which will bring 
about the “push-button” factory and office. 
On the other hand, we have also heard them 
referred to as scientific gadgets of little or no 
practical value to business. 

1954 will see at least one installation of a 
large-scale electronic computer for use in 
accounting and business operations. Many 
other companies either have placed orders for 
computers or are now studying the economic 
feasibility of utilizing such equipment in their 
operations. It appears then that the commer- 
cial use of computers is no longer something 
which may happen in the dim and distant fu- 
ture but rather is a present reality. To many 
people, however, this whole business of elec- 
tronic computers is still almost completely a 
mystery. It is the purpose of this article to 
attempt to remove some of this element of 
mystery. 
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What is an Electronic Computer? 

It is beyond the scope of this article to 
attempt any technical definition or descrip- 
tion of electronic computers. It will suffice, 
for this purpose, to point out that the com- 
puters being discussed are electronic devices 
which are capable of performing a relatively 
long and complicated series of mathematical 
and logical operations without human inter- 
vention, and which can perform these opera- 
tions at almost unbelievable speeds. 

They receive and deliver information by 
means of magnetic or paper tape. Once the 
steps in a sequence (e.g., preparation and pro- 
cessing of a payroll) have been determined 
and set out on magnetic tape in language 
which the computer can understand, and the 
basic data from source documents (such as 
clock cards, personnel records, etc.) have like- 
wise been “translated” to computer language, 
the computer can, without further help other 
than having magnetic tapes properly mounted 
on the input units, complete the entire oper- 
ation and prepare all the necessary reports 
(paychecks, payroll register, etc.). 

Furthermore, the computer can perform 
such operations much more rapidly than has 
been possible in the past by any other means. 
As a result of this ability and speed, com- 
puters can bring about direct dollar savings 
through reduction in clerical work, and can 
provide management with more timely and 
more useful information than has been avail- 
able in the past. 
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Reduction in Clerical Work 


The reasons for the possible reduction in 
clerical work can be set forth in four points: 

1. The ability of computers to follow 
through a long sequence of operations without 
human assistance, thus eliminating the need 
for manual handling of data between machine 
operations as is necessary in punched card in- 
stallations. 

2. The flexibility of computers, which 
makes it possible to routinize practically all 
of the “exceptions” and unusual transactions 
which have required manual handling under 
past forms of mechanization. (In many pres- 
ent machine accounting systems, the cost of 
handling these exceptions amounts to as much 
as 35 per cent of the total cost of the entire 
operation). 

3. The possibility of “invading” areas 
which could not previously be mechanized. 
There are many areas in business where de- 
cisions are made by the application of logic 
and judgment to a given set of facts. Wher- 
ever the factors on which such decisions are 
based can be set down on paper, and con- 
verted into a formula in “computer language,” 
these jobs can now be mechanized. 

4. The enormous speed of electronic com- 
puters, which although listed as a separate 
factor in reducing clerical work, is perhaps 
not so much another factor as an underlying 
influence which makes the other things feas- 
able. It is also this speed which makes possible 
the more timely and more useful reports which 
can be produced by a computer system. 


More Timely Reports 


A comon weakness in many accounting and 
reporting systems today is that reports are 
not received in sufficient time for corrective 
action to be taken by those concerned. This is 
becoming a greater problem as business be- 
comes more and more complex. 

As the manufacturing processes grow more 
complicated, the cost system likewise becomes 
more involved. The speed of electronic com- 
puters is so tremendous that the actual time 
required for processing data, regardless of 
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complexity, is practically negligible. Substan- 
tial time savings can therefore be realized 
even though to date there has been no radical. 
improvement in methods of translating source 
data into a form that machines can read. 

Jobs which formerly required days and 
weeks can now be accomplished in a matter 
of hours, with very real and substantial sav- 
ings, though such savings may not all be 
directly measurable. 


Forecasting Future Operations 


We come now to a subject which I believe 
will revolutionize management’s concept of 
what should be expected from their account- 
ing and reporting systems, namely, projecting 
and forecasting future operations. 

In the past, the emphasis in reports for 
management has been on the summarization 
of transactions which have already taken 
place—in short, on historical reporting. There 
has been much discussion of accounting and 
reporting in terms of the future rather than 
the past, and many companies have attempted 
to prepare sound budgets and forecasts. They 
have, however, been faced with an enormous 
problem in mechanics—namely, how to ac- 
complish the tremendous amount of figure 
handling required to prepare detailed budgets 
and forecasts. 

To use an example from another field, ex- 
perts in weather forecasting have stated that 
information is available, or could readily be 
made available, to form the basis for extreme- 
ly acurate weather forecasting. To accomplish 
this, however, would require such a staggering 
amount of clerical work that the forecasts 
could not be completed until after the fore- 
casted events had taken place! 

The problem of sales forecasting is a very 
similar one. Sales forecasting is, essentially, a 
problem in multiple correlation, but one in- 
volving a great many variable factors. Fore- 
casters have recognized this in the past, but 
the amount of clerical work involved in try- 
ing to work out such a problem is so stagger- 
ing that it has been necessary to fall back on 
expedients. Usually the two or three factors 
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which appeared most important have been 
selected and used as the basis for forecasting, 
in the hope that the factors ignored will bal- 
ance out. Sometimes this results in a fairly 
accurate prediction, but at other times the 
results are disappointing. 

Certainly there is a great deal of work to 
be done before really satisfactory forecasts 
can be prepared even with the help of elec- 
tronic computers; but mow the work can be 
concentrated on setting down the factors to be 
considered. We no longer have to be halted 
by the impossible task of solving the problem, 
for we have at hand a tool which can take 
over and produce the solution, and further 
can revise that solution whenever the under- 
lying factors change. As soon as we learn to 
define our problem in terms and formulas that 
the computer can understand, there will be 
practically no limit to what we can accom- 
plish in the way of developing more useful in- 
formation for management. 


Other Uses for Electronic 
Computers 


Listed here without discussion, but as food 
for further thought, are a few of the other 
areas in business reporting where electronic 


computers should prove extremely valuable: 

1. Production control—more efficient use 
of capital goods. 

2. Forecasting of labor requirements, in 
total and by type of labor. 

3. Projecting inventory requirements. 

4. Operating budgets—especially variable 
budgets to allow for changing levels of ac- 
tivity, product mixes, changes in design or 
methods, etc. 

5. Market analysis and research. 

It has been predicted that electronic com- 
puters will initiate the second industrial revo- 
lution. This is a tremendously broad state- 
ment, the accuracy of which can be tested 
only by future developments. 

It can be said with certainty, however, that 
we are at the beginning of a period in which 
the concepts and the procedures of the busi- 
ness office will be changed greatly, the mech- 
anization of clerical work will reach new 
levels, and the emphasis will shift away from 
historical reporting and toward projections 
and forecasts of future operations. Account- 
ants and statisiicians will be able to provide 
management with useful road maps, instead 


of just tracing the road that has already been. 


covered. 


SHOPPERS CAN’T SHOP BECAUSE CLERKS DON’T CLERK 


The Michigan Farm Bureau service tried out a sales efficiency check in Lansing, Mich., 
stores during Easter Week. They sent out 27 of their branch managers with $10 each with 
instructions to spend it all quick—within a half hour. The frustrated shoppers returned at 
the end of the specified period with the report that they had spent only $56.80 of the 
$270 because clerks couldn’t or wouldn’t wait on them. Not one of the shoppers had been 
able to spend his full $10 and abide by the rules. Most reported a tremendous indifference 
on the part of the clerks, most of them completely ignoring the customers. Maybe that’s 
the reason for the “recession.” How about your store? 

—Detroit Free Press, 8 Columns, May 10, 1954. 
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| The ideal executive is a creative pace-setter 


and a creative coach 


Creativity in Management 


¢¢/ REATIVE thinking underlies resource- 

ful leadership,” said Elliott Dunlap 
Smith. And countless others attest to the same 
truth. The logic of it is that a leader must be 
versatile. Although he must possess judicial 
judgment to a marked degree, he cannot be 
solely a judge; he must at least know his way 
around creatively. If he has imaginative lieu- 
tenants (as he should have) he may not need 
to be a sparkling thinker-upper on his own; 
but he will at least need to recognize the value 
of creativity, and to know how to tap and 
encourage the creative power of his associates. 

“The ability to approach each problem with 
cold objective analysis is essential for success 
as an executive,” said Richard Fear of the 
Psychological Corporation. Yes. But even de- 
cisions——especially if difficult—call for cre- 
ative power. 

What must we do to decide? First we get 
all the facts, and list the pros and cons; but 
to do this well enough we also have to reach 
for the unknown—we have to guide our cre- 
ative minds through the maze of “what-would- 
happen-if?”” More often than not, a remote 
contingency, foreseeable by conscious use of 
imagination, will turn out to be the determin- 
ing factor. 


About the author— 


Mr. Osborn is a co-founder of the advertising firm 
of Batten, Barton, Durstine, and Osborn, Inc. A 
graduate of Hamilton College (Ph.B., 1909) he was 
awarded an honorary Ph.M. degree by his alma 
mater in 1921. He has several business and banking 
interests, and is active in educational, civic, and 
charitable organizations. He has written a book on 
marketing and four on creative imagination. His 
latest book, which was published in 1953, is Applied 
Imagination: Principles and Procedures of Creative 
Thinking. 
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Alex F. Osborn 


Decision-Making 

Executives of long ago purred with pride 
over their ability to make decisions, single- 
handed and fast. When Brand Whitlock first 
became Mayor of Toledo at the age of 36, he 
asked the advice of old Tom Johnson, who 
had been mayor of Cleveland for six years. 
“Decide quick,” said Johnson, “and be right 
51 per cent of the time.” 

A score of 51 per cent is not good enough 
today. That’s why a business leader, to stay 
on top, has to combine creative thinking with 
judicial thinking in arriving at decisions. To 
get surer answers than his own one-man judg- 
ment could reach, he tries to think up how to 
pull in the experience of others; he tries to 
think up how to get composite judgment 
through conference-groups, or through sur- 
veys; he tries to think up ways to put the 
solutions to actual test. 

For example, suppose your company were 
about to put out a new pill and you, as man- 
ager, had to decide whether it should be white 
or pink. Your grandfather would probably 
have said “White!” or “Pink!”—according to 
his own prejudice. But today the good execu- 
tive would send out interviewers to show 
housewives a pill in each color and get con- 
sumer votes. Through such tests, the decision 
would be almost automatic. 


Buying and Accounting 


Decisions which have to do with selling 
naturally call for creative thinking. But even 
buying—yes, even accounting—can do with 
ingenuity. Carl C. Colbert came from the bot- 
tom to the top of the Nehi Corporation via the 
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bookkeeping route. At the depth of the de- 
pression his life-and-death problem was whe- 
ther he could collect funds fast enough to 
keep the business going. Mr. Colbert solved 
that by thinking up the idea of offering pre- 
payment of freight as an inducement for cash 
with orders. 

More recently, as president of his now pros- 
perous company, he busied himself with 
buying. With prices syk-rocketing after the 
war, he took 0» the task of keeping costs down 
so as to avoid raising his company’s prices to 
its franchised bottlers. By doing this he could 
make it possible for the bottlers still to charge 
the public about half the price per ounce of 
highest-quality cola as his biggest competitor. 
Night after night at his home in Columbus, 
Georgia, Mr. Colbert pored over that prob- 
lem, filling page after page with figures; but 
nothing from the science of accountancy gave 
him the answer. He got it, he later told me, 
through the use of his own ingenuity and by 
tapping the ingenuity of his associates. 


Selling 


The advertising world gasped when the 
news broke that Ben Duffy, president of our 
company, had secured the Lucky Strike ac- 
count in an hour flat. It was Ben’s anticipative 
imagination that did most to make this pos- 
sible. The American Tobacco president later 
said to a group of friends: 

“T had made a long list of questions to ask 
Mr. Duffy in our first interview. He had no 
idea, of course, what was on that list. Without 
any priming on my part, he answered every 
one of those questions and also others which 
I should have thought of asking him. So I 
gave him the account.” 

And, of course, when it comes to advertis- 
ing, techniques, including words and pictures, 
are only the clothing. 7deas are the body and 
soul. 


Anticipative Imagination 


To keep his feet on the ground a leader 
needs precautionary judgment, and this like- 
wise calls for anticipative imagination. One of 
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the ablest executives I know recently said to 
his board of directors: “We're sailing along 
fine but we ought to be on the lookout for 
rocks ahead. I made up a list of 20 things that 
might wreck us. Here they are.” Later, he 
enlisted the help of five of our creative men 
with a general experience in business, and 
they worked out a check-list of 179 such 
hazards. 

Such vision must likewise be applied to 
positive questions of policy. More than one 
business has gone on the rocks through too 
much reliance on slide-rule judgment and too 
little use of anticipative imagination. 

One of the hazards of management is ex- 
cessive pride in keeping one’s “feet on the 
ground.” An appropriate question might be: 
“How far can you walk with both feet on the 
ground?” Surely an executive has not only to 
keep his feet on the ground but also to use his 
imaginative wings. 


Danger of Coasting 


Almost in the center of Canton, Ohio, an 
impressive group of manufacturing buildings 
sprawls over a plot of 20 acres. That idle plant 
is the tombstone of an industry which died 
mainly because of failure to think forward. 
According to a friend of mine, here’s what hap- 
pened: 

“People used to walk into jewelry stores 
and ask for Dueber-Hampden watches. They 
were fine watches—the best in the world at 
that time—and they had a world-wide repu- 
tation for quality. Then one year the business 
felt the effects of a mild depression, and the 
management looked for ways to reduce ex- 
penses. A big item was advertising. ‘Why not 
do away with it?’ they asked. ‘Everybody 
knows what a fine watch we make. Why spend 
money on advertising?’ ” 

American business bounded back on its feet 
again, but Dueber Hampden sales continued 
to slump. Jobbers and retailers supplied the 
reason. “There’s not much demand for your 
watches any more,” they told the company. 
“People aren’t asking for them.” 

The company failed; and here’s an interest- 
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ing side-light. A little later, Soviet Russia 
bought the machinery; and about 50 Dueber- 
Hampden foremen went with the machines to 
Russia to run the plants there. These Amer- 
ican supervisors found that with the same 
machinery, but without the enterprise and in- 
genuity of American craftsmen, they were 
unable to turn out watches which would keep 
time. 
Automotive History 


When you go into business for yourself, the 
first thing you need is an idea. Little busi- 
nesses which have grown big under the leader- 
ship of their founders are monuments to cre- 
ative power. Ford is a shining example. 

Imagination has likewise been an outstand- 
ing trait of some of the leaders who merged 
several companies into one. Such was W. C. 
Durant, who formed General Motors. But he 
used imagination to excess. His failure to turn 
his merger into an operating success under his 
own leadership is said to have been largely 
due to his unwillingness to allow his associates 
to judge and temper his ideas. 

Walter Chrysler, on the other hand, not 
only took over a going business but personally 
led it to greatness. It was because of his out- 
standing ingenuity that, while still in his 
twenties, he had commanded the then sensa- 
tional salary of $12,000 a year while working 
for a locomotive company. Foreseeing the fu- 
ture of the automobile, he quit that job and 
started to make motorcars—at about half the 
pay. As president of his corporation from 1925 
to 1935, he so stressed the part played by 
imagination in engineering that his successors 
inherited the same creed. 


Hazard of Bigness 


Too many big-business executives tend to 
peter out creatively. They are not driven by 
sink-or-swim goads as in a little business; the 
sense of security in a large company tends to 
induce a “play-safe” policy. “Why should I 
try to think up ideas? Some of them would 
look screwy and might give me a black eye. 
In an organization as big as this, nobody will 
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notice if I don’t offer any suggestions. So, to 
heck with ingenuity!” 

Big business also offers so many props by 
way of analyses, surveys, and other studies; 
and props, whether for arches or for brains, 
weaken us when we lean on them too much. 
With fewer props, a smail business is more 
likely to force each executive to keep up his 
creative power. 

Every business, big or little, needs spark- 
plugs—leaders who have ideas and know how 
to make them click. In large concerns, the 
ideal top executive doubles in brass as a cre- 
ative pace-setter and a creative coach. He 
cultivates the creativity of those around him 
and makes it bloom, despite the stunting 
climate of magnitude. 

Above all else, he must feel a real regard for 
the power of ideas. He cannot be like a man 
I know who made a name for himself in the 
war despite his habit of looking down his nose 
and saying, “Ideas are a dime a dozen.” In- 
stead, he must be like John Collyer, of the 
B. F. Goodrich Company who, according to 
his Research Director, Dr. Fritz, “not only 
welcomes every possible idea but makes us all 
feel that what he most wants from us is 
utmost use of our creative imagination.” 


Encouragement 


Like trees, businesses tend to die from the 
top down, for the reason that the founders, 
as they grow older, sometimes tend to keep 
younger associates from trying their creative 
wings. An outstanding exception is Clarence 
Francis of General Foods. 

“Younger executives come to me with what 
they think are new ideas,” said Mr. Francis. 
“Out of my experience I could tell them why 
their ideas will not succeed. Instead of talking 
them out of their ideas, I have suggested that 
they be tried out in test areas in order to 
minimize losses. The joke of it is that half the 
time these youthful ideas, which I might have 
nipped in the bud, turn out either to be suc- 
cessful or lead to other ideas that are success- 
ful. The point I had overlooked was that while 
the idea was not new, the conditions under 
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which the idea was to be carried out were 
materially different.” 


Junior Executives 


One of the needs of big business is to bring 
up the creative power of second-line execu- 
tives. They sit in on plenty of conferences; 
but these sessions too often tend to cripple, 
rather than to strengthen, creative power. The 
younger conferees too often use their imagina- 
tions merely to anticipate how their senior 
associates will react. Then, too, the confer- 
ence-subjects usually call for judicial rather 
than creative thinking. 

Although about 6,000 businesses now have 
suggestion systems to gather creative contri- 
butions from the rank-and-file, far less is done 
to stimulate ideas from secondary executives. 
More of this might be achieved through group- 
brainstorming, as described in my latest book, 
Applied Imagination. 

Or how about a special suggestion system 
for second-layer executives? Why not desig- 
nate someone as a custodian for ideas, and ask 
other exectuives to file with him, in confi- 
dence, suggestions along any line. The cus- 
todian could then transmit these ideas to top 
management without revealing their authors. 
If an idea looked good to the big boss, the 
custodian could then divulge the identity of 
the originator. In some such way we might 
overcome the stifling effect of the self-protec- 
tive instict which cripples the creative effort 
of so many junior executives. 


In Every Calling 


Not only in business but in every line, the 
quality of leadership depends on creative 
power. This is certainly true in scientific 
research. 

At a college commencement I met Dr. 
James Conant, then president of Harvard. I 
complimented him on his book called On 


Understanding Science. “What impressed me 
most,” I said, ‘“‘was the stress you gave to the 
part that imagination plays in scientific re- 
search.” 

“It’s the whole of it,” he replied without 
hesitation. 

Of course he did not mean that literally, 
But he left no doubt that, to his mind, creativy- 
ity is indispensable to scientific achievement 
as well as achievement in any other field. 

M.I.T. is now setting an example along that 
line. Under Professor John Arnold, that insti- 
tution is now offering two courses which major 
in creative imagination. 

In medicine, the Cushings and the Mayos 
have stood out mainly through heroic use of 
imagination. In law, ingenuity is as indispen- 
sable as knowledge of Blackstone. Learned 
Hand emphasized this truth in his recent 
book. For example, in speaking of Chief 
Justice Cardoza, Judge Hand wrote: “He 
thought of himself as an artist who, although 
he must know the handbooks, should never 
trust them for his guidance.” 

In public affairs, our nation was wrought 
out of creative minds like that of Thomas 
Jefferson. And in recent years, the creative 
thinking of citizens like Bernard Baruch has 
done much for America. 

And military leadership? How could any 
soldier be a great general without driving his 
imagination to the utmost? “How much in 
military matters depends on one master 
mind!” said Abraham Lincoln. Master mind? 
Of course this includes a mastery of knowl- 
edge. But isn’t knowledge only part of it? 
Isn’t it mastery of imagination that makes 
leadership magnificent on the field of battle 
as well as in every other field? 

Dr. Alfred Einstein has said: “Knowledge 
is more important than imagination.” That 
statement may be debatable. But, beyond 
doubt knowledge can be far more powerful 
when creatively applied. 


Michigan Business Revithy 


| 

22 


ULY, 


Supermarkets, multiplying rapidly, and selling non-food items, 
are becoming self service junior department stores. 


The Modern Supermarket— 
~ New Retail Giant 


HE past eight years have been the most 

dynamic in the history of retailing. They 
have seen the rapid development of two im- 
portant yet unrelated movements in the retail 
field. The first is the establishing of many 
suburban shopping centers that have threat- 
ened the profitable existence of the large 
downtown, centrally located department 
stores; the second is the rapid increase in 
the number and size of supermarkets that are 
successfully selling non-food items. Although 
otherwise unrelated, a large part of the success 
of suburban shopping centers and supermar- 
kets may be traced to good roads and the 
widespread ownership of automobiles that 
enable most of the public to travel a consid- 
erable distance in making routine purchases. 

The purpose of this article is to describe 
the great effects of the expansion of super- 
markets on the retail scene, and to suggest 
where current trends may lead. 


Growth of Supermarkets 


Prior to World War II, chain grocery stores 
had pretty well reduced independent grocers 
to the number needed by the shoppers who 
preferred the services of the independent to 
the chain grocery. 


About the author— 

Dr. Gault is Professor of Marketing in this School, 
and teaches courses in Principles of Retailing, Retail 
Merchandising, and Retail Store Management. 
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Most of the competition of chain grocery 
stores was other chain grocery stores. This 
competition had uncovered certain preferences 
on the part of the buying public. The public 
preferred complete food stores to those that 
only handled dry groceries or meats; large 
stores were preferred to small stores; and 
self service was preferred to counter-salesmen 
service. Consequently, the chains were busily 
changing from small stores to supermarkets 
when World War II froze most changes for 
the duration. 

Meanwhile, independent grocery operators 
and other business men had observed the 
success of the supermarket and had concluded 
correctly that a large independently owned 
supermarket could compete profitably with 
the chain store supermarkets. This conclusion 
was not surprising, since a large modern 
supermarket will have an annual sales volume 
ranging from $1,000,000 to $3,000,000 a year 
—an amount as large as the sales of ten to 
thirty of the small size stores formerly used 
by grocery chains. In other words, one super- 
market may have the sales volume of a fair 
size prewar grocery chain, and has a sales 
volume sufficiently large to secure the benefits 
of large scale buying and selling and to permit 
employment of managers who are skilled in 
merchandising. 

While the war froze the operating methods 
of grocery chains, it did not freeze population 
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shifts or changes in buying power. Many new 
communities were created without adequate 
retail service. To meet those changing condi- 
tions, retailing during the past eight postwar 
years has been striving to adjust itself to 
the social and economic changes of the past 
thirteen years. Outstanding in this adjustment 
has been the emergence of the modern super- 
market. 


The Modern Supermarket 


The modern supermarket differs from the 
old in several respects. By definition the term 
“supermarket” has meant a retail business 
with annual sales of more than $500,000; with 
check-out aisles for cashiering the sales and 
packaging the merchandise; and with the four 
major departments being grocery, meats, pro- 
duce, and dairy products. Stores using the 
supermarket techniques but with annual sales 
of less than $500,000 are called “superettes”. 

For the modern supermarket, however, 
$500,000 is rather a low figure. In the Fifth 
Annual Report to the Supermarket Institute 
for 1953, store operaters report, on the aver- 
age, they will not open a new supermarket to 
do less than $27,200 per week which is 
$1,414,000 annually. 

In physical set-up, the “ideal” size of super- 
market, as reported by the members of the 
Institute in 1953, is a floor area of 15,600 
square feet, and a parking area of 47,200 
square feet—a total of approximately one and 
one-half acres. Only four years before, the 
“ideal” was 11,700 square feet of floor area, 
and 21,800 feet of parking area. This means 
that the modern supermarket is substantially 
larger than the older supers that could qualify 
for the name with annual sales of $500,000. 


More Parking Space 


It may be noted that the parking space has 
been increased more than floor area. The rea- 
son is that customers spend more time and 
money in the supermarket than formerly, and 
supermarket owners expect the customers to 
spend still more time and money during each 
visit in the future. The basis for this expecta- 
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tion is the supermarket’s success in handling 
non-food items and plans for expanding non- 
food items in the future. 

An important part of the definition of the 
supermarket is the customer check-out sys- 
tem. The check-out, together with the cus- 
tomer gathering the purchases without the aid 
of a sales person make the supermarket a 
self service institution. If the store uses a 
selling and wrapping counter instead of 
checkout aisles, calls the cashier at the coun- 
ter a sales person, and has a sales person or 
two on the selling floor to answer questions 
then we have self selection and not self service, 
To the public this may not be an important 
difference but to the supermarket’s competitor, 
who has emphasized customer service as a 
distinctive feature of his business, the differ- 
ence is important. It enables him to use im- 
portant supermarket techniques in selling, 
while calling attention to a higher standard of 
service to his customers. Self selection in var- 
ious forms is quite common in variety chains, 
drug stores, department stores, and book 
stores. 


Growth of Non-Food Items 


Probably the most important differences 
between the old and the new in supermarkets 
is the growing importance of non-food items. 
According to the triennial survey conducted 
by Supermarket Merchandising, and reported 
in the January 1954 issue of this magazine, 
11.9 per cent of all sales of supermarkets in 
1952 were for non-food items. This amounts 
to $1.7 billion, or almost double the sales of 
non-food items in 1949. 

In some supermarkets, non-food items rep- 
resent as much as 50 per cent of total sales, 
and many supers do a greater business in non- 
food items than in either produce or dairy 
products. Consequently the old definition of 
supermarket needs revision to include non- 
food as an important part of the supermarket 
business. 

The forced change in definition has a par- 
allel in the history of the department store. 
Originally the department store was defined 
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as a departmentalized store with the major 
department being yard goods. Now, yard 
goods are all but forgotten by many depart- 
ment stores and have been relegated from the 
first floor to the basement, to an upper floor, 
or have been discontinued altogether. © 

Food items in supermarkets may follow a 
similar trend. The reasons for the possible 
decline in the importance of the food depart- 
ment in supermarkets are these: (1) the sale 
of food items cannot support the rapid expan- 
sion in the size and number of supermarkets 
and (2) the success with which these markets 
sell non-food items make them permanent 
substitutes for food items. 


Rapid Expansion of Supermarkets 


The expansion of supermarkets as reported 
by The Supermarket Institute, Incorporated, 
is rather fantastic. The 1951 annual report 
of the Institute, The Supermarket Industry 
Speaks, finds that during the period 1947- 
1950, 37 per cent underwent major remodel- 
ing, and three out of every four supers that 
predated 1947 were extensively remodeled. 

At the end of 1952, the Institute found that 
during the previous two years 28 per cent of 
supermarekts had been built new, and another 
18 per cent extensively remodeled. In 1953, 
supermarket operators planned another 15 per 
cent expansion in new supers and major re- 
modeling in another 9 per cent of their older 
stores, 

The growth in number of supermarkets 
creates a problem with respect to location. In 
1952, 32 per cent of the new markets were 
located by themselves, in or close to residen- 
tial districts; 34 per cent in new shopping 
centers; 21 per cent in older business centers, 
and 8 per cent on highways. In almost every 
instance the new super will be in direct com- 
petition with established super-markets. In 
general, the new super will be located more 
conveniently to buyers than the older mar- 
kets; for, other things being equal, the public 
buys from the most convenient retailer. In 
fact, convenience is such a strong patronage 
motive that it will overcome many handicaps. 
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Supermarkets Compete With 
One Another 

In any event the establishing of a new 
supermarket that is organized for an annual 
business of $25,000 per week will make sub- 
stantial inroads on the sales of nearby supers, 
since a local public does not expand its food 
purchases by $25,000 weekly merely to satisfy 
the ambitions of supermarket operators. For 
example, Ann Arbor at present is well served 
by four very large supermarkets, and three 
more are large except in comparison with the 
big four. In addition a large supermarket is 
now being erected at a point that will catch 
a substantial part of the trade now going to 
two established supers, and several more 
supers are in the planning stage. Unless Ann 
Arbor’s population growth continues unabat- 
ed, some of these supers will find their food 
business too small to be profitable. The ob- 
vious move for those who lose in the competi- 
tive race in selling foods is to expand in non- 
food lines whose sales in supermarkets have 
increased from less than $1 billion in 1949 
to approximately $1.7 billion in 1952. 


What Are the Non-Food Items? 


What are these non-food items where sales 
have increased so rapidly in the the super- 
markets? The list is long and impressive, but 
few supers now carry more than a few of the 
items that have been handled successfully. 
There are several reasons for this situation. 
Space is lacking in many supers for extending 
non-food departments. Employees skilled in 
managing non-food departments are not avail- 
able. Non-food items that have sold success- 
fully in some supermarkets may not be suit- 
able for a particular super. The addition of 
non-food items comes more from the push of 
competition in food items than from the pull 
of profits in non-food items. Finally, up to 
the present, most supermarkets are finding 
the food business profitable and have no great 
urge for a great expansion in the non-food 
business. But when the time comes for further 
expansion here is a general list of items that 
are handled successfully by supermarkets: 
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1. Health and beauty aids, including almost 
every item that can be sold legally without 
having a registered pharmacist present; 

2. Baby needs; 

3. Magazines, books, and phonograph rec- 
ords; 

4. Soft goods—with cotton work gloves, 
hosiery, and rubber gloves being the most 
important; 

5. Stationery, school supplies, pens, and 
greeting cards; 

6. Paper specialties; 

7. Toys; 

8. Houseware and appliances, including 
items as big as radios, refrigerators, and 
ranges; 

9. Cleaning products of all types; 

10. Garden supplies; and 

11. Miscellaneous, consisting of candies, 
pet care items, notions, and jewelry. 

In all, Supermarket Merchandising reports 
158 classes of non-food items that include 
about everything found in a Kresge, Kress, or 
Woolworth variety store. 


Why Supermarket Operators Like 
Non-Food Items 


These non-food items have a certain at- 
traction to supermarket operators: 

1. Although supermarket people are care- 
ful not to reveal their operating profits, mar- 
gins, or expenses, it is evident that non-food 
items are usually highly profitable. Food 
items, in general, have a margin between cost 
and selling price of around 16 to 18 cents on 
each dollar of sales. Non-food items have a 
margin of 30 cents or better on each dollar 
of their sales. Non-food items that can be 
sold successfully will probably be more profit- 
able than food items because the substantially 
higher margin will far more than offset the 
the additional expense of handling these items. 
The great danger of loss is that most food 
shoppers may not buy the non-food items in 
a food store. 

2. The public has shown little resistance 
to buying non-food items in supermarkets, 
and this in the face of prices that are as high 
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as or higher than those found in drug, variety, 
and other competing retail stores. In this 
connection, the Fair Trade prices on many 
non-food items are proving to be quite an 
advantage to supermarkets that are now more 
popular with the public for the purchase of 
certain items than to many of the old-line 
retailers who instigated Fair Trade for their 
own protection. We have the rather ironic 
situation where the promoters of Fair Trade 
now find that unlawful price cutting would be 
a useful tool in meeting the new competition 
from supermarkets. 

3. The limits of selling non-food items in 
supermarkets are as yet unknown. The current 
trend would indicate a wide expansion in the 
future, and in anticipation of this expansion 
new supermarkets are being built substantially 
larger than those of three years ago. In Feb- 
ruary 1937 the magazine, Supermarket Mer- 
chandising forecast editorially: “The Super 
Market of the future must aim, in accordance 
with the trend of the times, not only to be 
the complete food store, but the modified 
department store, carrying not only food but 
other wanted merchandise, and serving the 
consumer as her all-inclusive Trading Center.” 

Now, seventeen years later, this prophecy 
has proven remarkably accurate. Perhaps in 
the quotation “‘variety store” should have been 
substituted for “department store.” The 
supermarkets have not mastered the skills of 
profitable selling of high fashion or high price 
wearing apparel, and have made little head- 
way in house furnishings except in the cheaper 
lines. On the other hand most items handled 
by variety stores have been sold successfully 
in supermarkets. 


Sources of Supply 


Further evidence of the importance of non- 
food sales is found in the sources used by 
supermarkets. For lines such as drugs, toys, 
and soft goods, the manufacturer is the chief 
source of supply. 

Next in importance is the rack jobber, a 
peculiar business institution in which a whole- 
saler consigns his merchandise to supermar- 
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kets, installs his own fixtures and maintains 
his own stock. The supermarket receives a 
commission on all items sold, but relies on 
the jobber to maintain adequate stocks in 
the retail store. To the public, the rack job- 
ber’s merchandise is just as much an inte- 
grated part of the supermarket business as 
groceries. 

A third important source is the wholesale 
grocer who, beside providing some of the 
grocery stock, now handles many of the non- 
food items that are sold in supermarkets. 

All this means that supermarkets are im- 
portant outlets for non-food household items; 
so important that manufacturers of non-food 
items, through direct sale, are including super- 
markets as regular outlets for their merchan- 
dise. 


“Junior Department Stores” 


From what has occurred during the post 
war years, supermarkets are becoming what 
are called “junior department stores”. If they 
are able to handle high fashion merchandise 
successfully they might very well become full 
scale department stores. 

Another important type of retailer is also 
evolving towards the junior department store 
type of operation, namely, the limited price 
variety chains. When they de-emphasized the 
5c to $1 store prices in favor of a wide price 
range, and added higher price merchandise, 


the junior department store was in the mak- 
ing. Now that these chains are using customer 
self-service, and a check-out selling plan in 
some of their outlets, it is obvious that if 
such tests are successful, we may find super- 
markets and self-service variety stores evolv- 
ing into the same type of self-service junior 
department store. 

Joining the parade toward junior depart- 
ment stores are many of the regular depart- 
ment stores that are moving rapidly toward 
self-selection and the use of selling cashiers 
in many merchandise departments that are 
suitable for this type of selling. Drug and 
hardware stores also are pushing their selling 
methods in the same direction. As a result of 
these activities, we find these various types of 
retailers, who before World War II were 
maintaining great distinctiveness in their 
operating methods, are now all approaching a 
type of store that is a modification of the 
grocery supermarket. 

But supermarkets are not the last word in 
retailing. Already the discount house is gain- 
ing in importance, and represents a still newer 
threat to retailers, including supermarkets. 
To many persons, the discount house is merely 
a resurgence of old fashioned price cutting, 
while to others it is a new type of retail out- 
let that may evolve into a serious competitor 
of supermarkets and junior department stores. 
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Michigan Business Indicators 
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BANK DEBITS—THE MOST INCLUSIVE MEASURE OF BUSINESS ACTIVITY—After only | 
slight change in April, checkbook spending in May declined sharply; in Detroit, debits fell 11 per — 
cent below the year-ago level. 
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UPPER PENINSULA BANK DEBITS-—Second quarter decreases brought Upper Peninsula debits 
to their lowest level for the past year. 
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POWER CONSUMPTION-—Decreases in Detroit power consumption accounted for the slight 
second quarter decline. A more unfavorable trend would have resulted without the relative pick-up 


in several other cities. 
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: | MICHIGAN EMPLOYMENT-The minor changes (increases in April, decreases in May) seem 
4 indicative of a leveling off at well above the postwar average. 
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ADVANCED MANAGEMENT TRAINING 
FOR BUSINESS MEN 


EXECUTIVE DEVELOPMENT PROGRAM 


July 18 to 
August 14 


Bes 


School of Business Administration 
University of Michigan 


The Program is designed for men of recognized capacity who now 
hold positions at or just below the general management level. Each 
participant should have had a considerable amount of experience and 
executive responsibility. 

Previous formal education is not a requirement for admission; 
openmindedness and intellectual curiosity are more important factors 
in determining a man’s suitability for enrollment. 

The basic objective of the Program is to broaden the understanding 
and appreciation of business functions and of economic forces which 
influence all types of industries. This Program is designed to aid the 
participant through: 

Increasing his knowledge and appreciation of business functions and 
operations in fields other than his own specialization ; 


Improving his ability to analyze and solve business problems from 
the viewpoint of his Company as a whole; 


Enlarging his understanding of the important economic and social 
forces which affect the environment in which the modern corporation 
operates; 

Stimulating his continued study of the American economy and of 


The Study Program includes 

Accounting Financial Administration 
Business Conditions _ Human Relations in Management 
Economics of Enterprise Production 


The enrollment fee is $600. This fee covers tuition, books, and 
supplies, and board and room. It is expected that the enrollment 


_ fee will be defrayed by each participant’s Company. 


For your copy of a brochure containing additional 
write to: 


CHARLES N. DAVISSON 
Director, Executive Development Program 


School of Business Administration 
University of Michigan Ann Arbor 
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business administration. 

Marketing Management q 


